ABSTRACT
INTRODUCTION
he legendary financial scandals of Enron, WorldCom and Parmalat in the early of the 2000s have involved financial reports manipulation resulting in a growing attention to corporate governance. Earnings management has become a well-researched topic in the accounting literature. Theoretically, the agency theory (Jensen and Meckling, 1976) , signalling theory (Ross, 1978) and the positive theory of accounting (Watts and Zimmerman, 1979) explain the use of these accounting strategies. The concern of academics, practitioners and regulators about earnings management is to control managers by introducing a set of corporate governance devices to curb on this phenomenon. On the light of agency theory, controlling mechanisms introduced by shareholders are likely to reduce managerial discretion and agency costs. Among controlling mechanisms are corporate disclosures and ownership structure features.
On the one hand, corporate disclosure is considered as a controlling mechanism likely to reduce conflicts of interests between different stakeholders (Jensen and Meckling, 1976) . Corporate disclosures shrink the informational advantage by informed investors and thus the effects of information asymmetry on the cost of capital. This argument is based on the intuition provided by Akerlof (1970) . Managers are often faced with the adverse selection problem due to information asymmetry between different market participants. On the other hand, ownership structure is an effective controlling device by large shareholders (Shleifer and Vishny, 1997) . Owners of blocks of shares can easily mobilize more resources to monitor managers and protect their investments. Many Researchers, suggest that institutional investors have the opportunity, resources and capacity to monitor and influence the decisions of managers. These investors can control the process of preparing financial statements and prevent managers from behaving in an opportunistic manner, through an aggressive management of earnings, thus ensuring a better quality of accounting information.
The objective of this study is to examine the relationship between corporate disclosure practices, ownership structure features and earning management in the French listed firms. The French context is worthy to study because of its particular corporate governance environment. Ownership structure of the majority of French companies is concentrated in hands of families. Moreover, the corporate disclosure environment in European companies is less transparent than their Anglo-American counterparts. Our study extends previous research by examining disclosure transparency in an environment of poor investor protection as is the case in France (La Porta et al. 1999) . French firms have the possibilities to separate between voting rights and cash flow rights through pyramids, double voting rights shares and crossholding. Due to this complex ownership structures, controlling shareholders have the opportunity to hold more control than their equity ownership indicates, which further amplify the entrenchment effect.
The remainder of this paper is organized as follows: section 2 presents an overview of the literature that deals with corporate disclosure, ownership structure and earnings management. Section 3 describes the sample, data collection and methodology. This is followed by results' analyses and discussion. The last section concludes the paper.
LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

Corporate Disclosure and Earnings Management
The relationship between corporate disclosures and earnings management has attracted several researchers in recent years. Since financials scandals, managers are pressured to improve firm transparency. In light of the agency theory, disclosure quality appears to be a solution to agency problems and managerial discretion. The extent of disclosed information, as a controlling device, may reduce the propensity to manipulate accounting earnings because it helps reducing the conflicts of interests. Moreover, corporate disclosure is effective in protecting shareholders and creditors from managerial discretion and minority shareholders from the expropriation risk by controlling shareholders. Voluntary disclosure is also likely to improve the visibility of the firm (Plenborg et al. 2006; Hillegeist and Brow, 2007; and Yonca Ertimur, 2007) , reduce the cost of capital and to improve stock market liquidity (Shaw and Wild, 2005 , Diamond and Verrecchia, 1991 , Easley and O'Hara, 2004 , Bushee and Leuz, 2005 .
Prior research shows that corporate disclosure help decreasing the informational gap between managers and shareholders (Glosten and Milgrom, 1985; Lang and Lundholm, 1996 among others) and that information asymmetry exacerbates the use of accounting manipulation (Dye, 1988; Trueman and Titman, 1988) . Based on a sample of Singaporean firms, Cheng et al. (2004) find a negative relationship between voluntary disclosures and information asymmetry. Corporate disclosures lead then to rich-informational environment and are likely to mitigate earnings management. The empirical study by Lobo and Zhou (2001) confirms the existence of a negative relationship between the extent of corporate disclosures and earnings management through a decrease in information asymmetry. Jo and Kim (2007) argue that earnings management is less evident in more transparent companies. Schipper (1989) , Healy and Palepu, (2001) and Schrand and Verrecchia (2004) show that poor informational environment exacerbates managerial discretion. This means that incentives for earnings management are likely to be higher for less transparent firms. Moreover, Lapointe et al. (2006) show that voluntary disclosure and compliance with IAS / IFRS is likely to limit the use of smoothing results. Recently, Latridis (2011) suggests that firms with high disclosure quality are expected to provide stakeholders with reliable information.
shareholder can lead to the extraction of private benefits of control by these shareholders at the expense of minority ones (Nenova, 2000; Classens et al. 2000) . Empirically, in the Chinese context, Liu et al. (2009) examine the link between controlling shareholders and earnings managers. The authors argue that these shareholders have incentives to manage earnings to expropriate minority shareholders and extract private benefits of control. Their results show that earnings management is related to the incentive to expropriate minority shareholders.
Controlling shareholders are taking advantage of weak protection of minority shareholders interests, especially in countries with low legal protection as is the case of France (LaPorta et al. 1999) . These shareholders are deemed to use earnings management practices in order to expropriate minority shareholders (Bhattacharya et al. 2002) . Leuz, Nanda and Wysocki (2003) argue that managers have incentives to manage earnings to hide firm's true performance in order to extract private benefits from outsiders. The authors examine data of 31 countries and find that controlling shareholders can reduce outsiders' interference in their affairs through earnings management. They also show that earnings management is on average higher in code-law countries with low investor protection rights, compared to common-law countries with high investor protection rights.
The preceding discussion leads to the following hypothesis:
There is a positive relationship between earnings management and the control of the first shareholder.
Multiple Large Shareholders and Earnings Management
Another stream of research related to ownership concentration focuses on the percentage of shares held by the second largest shareholder. From the one hand, multiple shareholders will curb on opportunistic behaviour of the first shareholder and protect the rights of minorities. They are then considered as a corporate governance device. From the second hand, a coalition between the first and the second shareholder may occur, leading to minority shareholders' expropriation.
In German companies, Edwards and Weichenrieder (1999) find that the second largest shareholder is considered as a controlling mechanism. According to Guedhami and Mishra, (2009) , the existence of multiple large shareholders can achieve valuable internal monitoring. Attig et al. (2008) document that earnings management and multiple large shareholders are negatively associated. Maury and Pajuste (2005) argue that the presence of multiple large shareholders curbs the opportunistic behaviour of shareholders and then enhances information quality.
Finally, Faccio et al. (2001) show that in Europe the second largest shareholder is able to monitor the behaviour of controlling shareholders and limit the expropriation of minority shareholders. By contrast, in Asia, the second-largest shareholder is acting in collusion with the controlling shareholders to extract private benefits at the expense of outside shareholders.
The relationship between earnings management and multiple large shareholders is controversial; this leads to the following hypothesis:
There is a relationship between control of the second shareholder and earnings management.
Shareholder's Type and Earnings Management
Institutional Investor's Ownership and Earnings Management
A growing attention of academic research is related to the role of institutional investors as main corporate governance actors. Numerous authors argue that the involvement of institutional shareholders in monitoring is likely to limit agency problems (Shleifer and Vishney, 1986; Admati et al. 1999; Maug, 1998 and Noe, 2002) . Chung, Firth and Kim (2002) indicate that the high concentration of ownership in the hands of institutional investors reduces the opportunistic management of earnings. Rajgopal et al. (2008) , Saunders (2006) , Liu et al. (2008) and Hadani et al. (2011) argue that institutional investors are major actors in managerial control. These authors find a negative relationship between the shares held by institutional investors and earnings management. They conclude that managers are less inclined to manage their earnings due to pressure exerted by institutional investors. Iqbal et al. (2004) also examine the relationship between ownership structure for both managerial and institutional dimensions of 42 British firms between 1991 and 1995. They show that there is a negative relationship between the proportion of institutional investors and discretionary accruals. Hence, the relationship between institutional investors' ownership and earnings management is expected to be negative:
Earnings management is negatively associated with the proportion of shares held by institutional investors.
Family Ownership and Earnings Management
According to La Porta et al. (1999) and Faccio and Lang (2003) , France is one of those countries in which firms are often dominated by families. Wang (2006) examines the incentives for earnings management by family firms in Japan. The author finds a negative relationship between family ownership and earnings management. Fan and Wong (2002) support the claim that ownership concentration limits the dissemination of accounting information to external investors.
According to the alignment effect hypothesis, families are less likely to engage in earnings manipulation because it can damage family reputation, wealth and long-term performance (Wang, 2006) . Ding et al. (2007) The preceding discussion implies that firms with proportionally greater family control would have lower incentives to engage in earnings management.
H 6 : Earnings management is negatively associated with family control ownership.
SAMPLE AND METHODOLOGY
Sample and Data Collection
Our sample includes French firms listed in the SBF 250's index. We removed 43 financial and insurance firms because they are subject to specific disclosure requirements. The final sample consists of 170 firms in 2008. Data related to disclosure quality and ownership structure were hand-collected from annual reports gathered from the AMF web site. Accounting and financial data were extracted from the Thomson Financial database. 
Methodology
We use ordinary least squares (OLS) regressions to examine the relationship between earnings management and corporate governance devices. We estimate the following models: The Clute Institute 
Variables Measurements
Discretionary Accruals
A measure of discretionary accruals (scaled by total assets) is used as a proxy for earnings management. We use the modified Jones model to estimate the non-discretionary level of total accruals. Hence, our measure of discretionary accruals estimation is the residuals from firm-specific regression of changes in non-cash sales and gross level of property, plant and equipment. In addition, we compute current discretionary accruals using the crosssectional Performance-Adjusted Current Discretionary accruals model developed by Kothari et al. (2005) . We use the absolute value of discretionary accruals in our analysis as we have no prior belief to the direction of earnings management.
Ownership Structure Variables
Our proxies for ownership concentration rely on Demsetz and Lehn (1985) measures. We use the Herfindahl index, calculated by summing the squared percentages of shares held by each shareholder. We measure institutional investors by the percentage of capital shares held by institutional investors, we introduce a dummy variable for family firms.
Control Variables
We use a set of firm and industry-specific variables that are deemed to influence earnings management. These variables are gleaned from previous studies and include leverage ratio, market-to-book ratio, firm performance, firm size and audit quality.
Firm size: Prior studies find a negative relation between firm size and earnings management (Yongtae Hoje, 2007) . Given their size, large firms are more likely to be under closer scrutiny by outsiders, such as investors or financial analysts, than small firms (Barton and Simko, 2002) . However, other studies show that large firms have higher incentives to use accounting discretion to reduce political visibility because they face more political costs (Watts and Zimmerman, 1990; Lee et al. 2007; Zhong et al. 2007 ). Hence, as the relationship between firm size and earnings management is not conclusive, we do not expect its direction. We use the natural logarithm of total assets to proxy for firm size.
Firm performance:
The main objective of earnings management is to distort analysts forecast and to mislead investors by giving them wrong information about a firm's true operating performance. Kasznik (1999) and Haw (2004) find a positive relationship between firm performance and the level of abnormal accruals. However, Jaggi et al. (2009) find a negative coefficient on accounting performance. Hence, we did not expect the direction of the relationship. We use the return on assets ratio to measure firm performance. We include squared ROA as Butler et al. (2004) indicate that the relation between discretionary accruals and profitability may be nonlinear.
Leverage: Harris and Raviv (1991) point out that debt reduces abnormal accruals as the company is subject to financial commitments. Creditors and bankers increase the control of companies with high debt levels in order to inhibit the use of positive discretionary accruals. Jelinek (2007) , Lee et al. (2007) find a negative relation between debt and income increasing manipulation. However, when firms are closer to default covenants, managers are more likely to exercise accounting discretion granted by GAAP to prevent violation of these debt covenants (Press and Weintrop, 1990) . Since the effect of financial leverage on earnings manipulation is unclear, we do not expect the direction of the relationship. Leverage is measured as the ratio of total debt over total assets.
Audit quality:
External auditors exert an influence on earnings management. Audit quality leads the firm to produce more accurate financial statements. High quality audit is often translated into lower accruals level (Francis et al. 1999) . The presence of a Big 4 auditor may proxy for audit quality. Previous literature shows a negative association between the presence of Big 4 auditor and earnings manipulation (Bedard et al. 2004; Davidson et al. 2005; Piot and Janin, 2007) . Therefore, we expect a negative relationship between audit quality and earnings management.
Growth opportunities:
Managers have more incentive to misstate financial reports in order to preserve firm's growth (Summer and Sweeney (1998)). As argued by Chan et al. (2001) and Lui (2004) , firms with high growth opportunities have higher valuation ratio because the market uses the dividend discount models to value the firm equity (Lee et al., 2005) . High growth opportunities firms are likely to have more private information about these prospects. Therefore, insiders try to reveal this relevant information through financial statements in which earnings have been managed to signal the profitable projects available to the firm (Healy and Palepu, 2003) . We expect then the market to book ratio, as a measure of growth opportunities, to be positively related to earnings management.
RESULTS AND DISCUSSION
Univariate Analysis
Descriptive statistics are provided in Table 2 . We notice that the dependent variable measured by discretionary accruals indicates a level of discretionary accruals of 0.0320. This value is comparable to that obtained by Bozec (2008) for Canadian companies who have found a level of 0.046. Another study was conducted by Haw et al. (2004) found for all Asian companies a level of 0.039 using the model of Jones and the absolute value of discretionary accruals. Lapointe et al. (2006) find a level of 0,053 for Swiss companies.
Regarding the independent variables, we find that the average score of the level of disclosure in our sample is 43.06% while the median level of the index is 45%. However, the dispersion of the score is determined by the maximum and the minimum value that is 71% and 18% respectively. Table 3 shows that French companies present an average score of strategic information of 11.25%, 17.23% are non-financial information and 14.59% are financial information. Results also show that the percentage held by the largest shareholder is 37.56%. The ownership structure of French companies is characterized by a shareholder on average much more concentrated than U.S. firms 9.49% (Bozec, 2008) . As for the percentage of shares held by institutional investors, it is on average 21.9%. This result shows that institutional investors are the preferred shareholders of French listed companies. These investors increasingly participate in the ownership of French firms. Furthermore, we notice that 65.3% of French firms are audited by a "Big-Four" auditor and 33.7% of them are family Firms. This table indicates descriptive statistics of quantitative variables of 170 firms. DA is the discretionary accruals, DSCORE is the total number of points awarded for corporate disclosure of strategic, non-financial and financial information, VR1 is the sum of voting rights held by the second shareholders, HI is the Herfindahl Index, VR1 is the sum of voting rights held by the first shareholders, Family is a Dummy variable coded 1 if the firm is controlled by a family and 0 otherwise, IINS is the percentage of shares held by institutional investors, MBR is the market-to-book, LNTA is firm size and LEV is total debt to total assets, Auditor is a dummy variable Coded as 1 if auditor is Big-four firm and 0 otherwise and ROA is the profitability of firm. Table 3 reports the regression results and shows that the extent of corporate disclosures is negatively related to earnings management. This result supports our first hypothesis and suggests that corporate disclosures improve corporate governance and the effectiveness of management control. Lobo and Zhou (2002) , Jo and Kim (2007) , Lapointe et al. (2006) have produced similar results. Firm transparency is then considered as a major objective to be achieved to protect outside shareholders' interests because it constrains earnings management as argued by Schrand and Verrecchia (2004) . Incentives for earnings management are likely to be higher for companies with less transparent and more pronounced information asymmetry. Our result is therefore in line with agency theory predictions. Corporate disclosures are considered as a controlling device leading to align management interests with shareholders' ones (Jensen and Meckling, 1976) . Our finding is also in concordance with the signalling theory predictions suggesting that corporate releases can mitigate information asymmetry between mangers and investors leading to less earnings management practices.
Multivariate Analysis
Table 3 also shows that family ownership is negatively and significantly associated with earnings management. This result is consistent with those find by Wang (2006 ), Ding et al. (2007 , DaDalt et al. (2009 ), Pozza et al. (2008 and Utama et al. (2008) . This finding suggests that family members have little incentives to engage in opportunistic behaviour because this may damage the reputation of the family, its wealth and long-term performance. Furthermore, family shareholders are more concerned with long-term survival of their businesses as they are able to extract private benefits of control at the expense of minority shareholders (Bebchuck, 1999) . They have then strong incentive to keep control of their business. Thus, the primary objective pursued by family shareholders is the sustainability of the company in order to transmit the heritage to future generations. By limiting the default risk of their business, they are less likely to manage their earnings. Table 3 shows a negative relation between earnings management and the multiple larger shareholders. This finding coincides with results of previous work, namely Faccio et al. (2001) suggesting that the second largest shareholder is able to monitor the behaviour of controlling shareholders and to limit the expropriation of minority shareholders leading to decrease earnings management practices.
As for institutional investors, table 5 shows that institutional investor's ownership is negatively associated with earnings management at the 1% level. This result is consistent with those found by previous literature, namely Rajgopal et al. (2008); Saunders, (2006 ), Liu et al. (2008 Ping-Sheng Koh, (2007) and Iqbal et al. (2009) . The presence of these actors is a guarantee of protection of minority shareholders (Ginglinger and l'Her, 2002) , particularly in civil law countries as is the case of France where minority interests are less protected. Institutional investors have resources to monitor, discipline and influence management decision. In addition, they have privileged access to information. They are then considered as an effective corporate governance device that is likely to reduce earnings management levels. Finally, our model includes firm characteristics as control variables. The results show that earnings management is negatively associated with firm size. The more the company is small, the more it engages in earnings management practices. This finding is in concordance with those of Jo and Kim (2007) , Degeorge et al. 1999 , Bozec (2008 , Yun and Shin (2004) . We also find that well-performed firms are those who engage more in earnings management practices. As for audit quality, as expected the relationship between Big 4 audit and discretionary accruals is negative suggesting that big four auditors are likely to enhance the control of managers by lessening their incentives to manipulate earnings. All regressions were run using the ordinary least squares. DA is the discretionary accruals, DScore is the total number of points awarded for corporate disclosure of strategic, non-financial and financial information, VR1 is the sum of voting rights held by the second shareholders, HI is the Herfindahl Index, VR1 is the sum of voting rights held by the first shareholders, Family is a Dummy variable coded 1 if the firm is controlled by a family and 0 otherwise, IINS is the percentage of shares held by institutional investors, MBR is the market-to-book, LNTA is The Clute Institute firm size and LEV is total debt to total assets, Audit is a dummy variable Coded as 1 if auditor is Big-four firm and 0 otherwise and ROA is the profitability of firm. ***, **, *: t-statistics are significant at the 1%, 5% and 10% levels, respectively.
Robustness Checks
In this section, we check the reliability of our results by performing several sensitivity tests. We use the performance-adjusted current discretionary accruals model of Kothari et al. (2005) as an alternative measure of earnings management. The results on corporate governance devices remain qualitatively the same. All regressions were run using the ordinary least squares. DA is the discretionary accruals, DScore is the total number of points awarded for corporate disclosure of strategic, non-financial and financial information, VR1 is the sum of voting rights held by the second shareholders, HI is the Herfindahl Index, VR1 is the sum of voting rights held by the first shareholders, Family is a Dummy variable coded 1 if the firm is controlled by a family and 0 otherwise, IINS is the percentage of shares held by institutional investors, MBR is the market-to-book, LNTA is firm size and LEV is total debt to total assets, Audit is a dummy variable Coded as 1 if auditor is Big-four firm and 0 otherwise and ROA is the profitability of firm. ***, **, *: t-statistics are significant at the 1%, 5% and 10% levels, respectively.
CONCLUSION
The main purpose of this paper is to show how corporate governance affects earnings management. Particularly, it examines the effect of the extent of corporate disclosures and ownership structure features on earnings management, within the French institutional setting.
Based on a sample of 170 French firms in 2008, we show that the relationship between earnings management measures and the extent of corporate disclosures is negative suggesting that less transparent firms are more likely to engage in earnings management practices. Consistently with previous studies, we show that family and multiple large shareholders negatively influence earnings management and hence, act as good corporate governance devices to limit managerial discretion. Finally, the presence of institutional investors is likely to mitigate earnings management given their ability to monitor and influence managers' decisions. These findings shed the light on the monitoring role of ownership structure and corporate disclosures in the French context where minority shareholders interests are less protected than in common law countries. Future research might extend the scope of this study by using a corporate governance index to measure the quality of corporate governance system of French firms.
